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BP PIPELINE FAILURE

SEPTEMBER 12, 2006

U.S. SENATE,
COMMITTEE ON ENERGY AND NATURAL RESOURCES,
Washington, DC.

The committee met, pursuant to notice, at 9:37 a.m., in room
SD-106, Dirksen Senate Office Building, Hon. Pete V. Domenici,
chairman, presiding.

OPENING STATEMENT OF HON. PETE V. DOMENICI,
U.S. SENATOR FROM NEW MEXICO

The CHAIRMAN. The hearing will please come to order. Can you
hear me in the back of the room? Yes, OK.

Before we begin the opening statements, in accordance with rule
11 of the committee’s rules, I'll ask all the witnesses to please rise
to be sworn in, in connection with the testimony that they’re going
to be giving today. I'll ask each of you to please reply individually
to the following, beginning with Admiral Barrett, and I will start
by asking you to raise your right hand.

Do you solemnly swear that the testimony you are about to give
to the Senate Committee on Energy and Natural Resources shall
be the truth, the whole truth, and nothing but the truth? Admiral
Barrett?

Admiral BARRETT. I do.

The CHAIRMAN. Mr. Gruenspecht? Is that how you say your
name?

Mr. GRUENSPECHT. That’s fine.

The CHAIRMAN. I didn’t hear your response.

Mr. GRUENSPECHT. Yes.

The CHAIRMAN. Mr. Malone?

Mr. MALONE. Yes, sir.

The CHAIRMAN. Mr. Marshall?

Mr. MARSHALL. Yes, sir.

The CHAIRMAN. Mr. Davies?

Mr. DAvVIES. I do.

The CHAIRMAN. Mr. Hostler?

Mr. HOSTLER. I do.

The CHAIRMAN. Mr. Van Tuyn?

Mr. VAN TUYN. I do.

The CHAIRMAN. Thank you all. Please sit down. We will now pro-
ceed with opening statements.

Good morning, everyone. Five weeks ago, BP, British Petroleum,
announced a suspension of production in the Prudhoe oil field as
a result of a pipeline failure in Alaska. Initially, reports estimated
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that this shutdown could mean the loss of as much as 400,000 bar-
rels of oil per day, about 8 percent of the total U.S. oil production
and 2.8 percent of U.S. supply. As Americans prepared to take to
the roads at the height of the holiday driving season, as the ten-
sions in Lebanon drive up fears of a larger Middle East unrest, and
as militant attacks and kidnappings have continued to depress oil
production and exportation from Nigeria, the news of disruption in
our domestic supply of oil came at a most inopportune time. Every-
one understands that unfortunate situation.

The effects of this news were felt immediately in the boardrooms
and breakfast tables around the country and at trading desks in
New York and hearing rooms in Washington. On the day of the an-
nouncement, U.S. crude oil futures increased sharply, by $2.13, to
$76.89 a barrel on the NYMEX. Analysts and energy policymakers
took to the airways announcing the potential for the very worst
and Americans demanded answers to the following questions, very
simple ones: First, how could this happen? Second, what did this
mean for the price that they would now pay at the pump?

Five weeks later, we do not have a sufficient answer to the first
question. I trust that this committee will gain some adequate in-
sight into this over the course of the morning and, if not, into the
afternoon. For the record, I find this incident inexcusable. I'm not
in the oil business, but this much I know: The cost of running the
appropriate standard maintenance on energy infrastructure is
greatly outweighed by the cost that this incident has brought to
bear in real dollars, in goodwill, and in business brand name. This
is a black eye on BP and the American people and the committee
demands answers today.

The second question may be refined since many of our initial
fears from 5 weeks ago were thankfully not realized. Perhaps that
question is better phrased today as: What could happen to prices
at the pump if we had lost all the oil that was initially anticipated
for an extended time period?

Finally, a third question faces this committee: What can we do
and what can be done and what is at present being done to ensure
that we do not face this problem again?

By way of background, it is important to note that this severe
pipeline corrosion and resulting oil spill was discovered only be-
cause of inspections ordered by Federal regulators following a
March 2006 spill of approximately 5,000 barrels of oil from other
pipelines operated by British Petroleum. The March and August
spills were allegedly the result of years of failure by British Petro-
leum to conduct the most basic of corrosion inspections—tech-
niques, I should say, the most basic of corrosion inspection tech-
niques.

I find this very distressing and I am sure it is distressing to you,
Mr. Robert Malone, as you sit before us thinking about it, versus
your company’s way of doing business in the past and what you are
known for.

This time we were fortunate. The environmental damage was rel-
atively minimal and no persons were injured as a result of these
spills, and actual production from Alaska never dropped below
510,000 barrels. But that is still well under the 800,000 barrels to
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which U.S. markets are accustomed. As of today, production has re-
turned to approximately 650,000 barrels per day.

The correlation that we all feared between prices at the pump
and BP’s action thankfully did not materialize. Nevertheless, this
state of affairs was a wake-up call to the fact that improper main-
tenance of our domestic facilities could be just as serious a threat
to our economy as a foreign country’s turning off the spigot or a
gulf hurricane shutting down producing wells.

It’s one thing for this country to be adversely affected by events
over which it has little or no control. It is quite another to have
adverse consequences that could have been prevented inflicted on
it by companies like BP. That is simply egregious, no doubt about
it.

At our hearing today we are primarily addressing four issues:
One, we need to learn more about what happened on BP’s pipelines
and the effects that this type of disruption could have on supply
and price. Second, we need to gain assurances that our Alaska
North Slope oil delivery system will remain secure and reliable.
Third, we need to know when full production will resume. And
fourth, we need to know what actions are being taken to ensure
that this does not happen again.

I look forward to the witnesses’ testimony. We have a large num-
ber of witnesses and we want to have time for members’ questions,
so I encourage members to open with remarks that are as brief as
possible. Your full statements will of course be included in the
record.

With that, I will turn now to Senator Bingaman for his opening
remarks and whatever he sees fit to do. Senator Bingaman.

STATEMENT OF HON. JEFF BINGAMAN, U.S. SENATOR
FROM NEW MEXICO

Senator BINGAMAN. Thank you very much, Mr. Chairman.
Thanks for scheduling the hearing. Obviously it’s a subject that
this committee needs to be vitally involved in and to understand
better, to understand what did occur that caused the interruption
or reduction in supply from Prudhoe Bay, but also understand, as
you point out, what actions Congress can take and what actions the
private sector can take to prevent the recurrence of such an event.

I think we’re all clear that this committee does not have jurisdic-
tion over the issue of pipeline safety, but we do have jurisdiction
over infrastructure reliability. Frankly, it’s hard to sort those two
out and separate them. I think clearly we have a great interest in
understanding and dealing with this issue.

As you point out, the poor maintenance and inadequate inspec-
tions that evidently were present there in Prudhoe Bay are a very
real concern to all of us. The U.S. lost something like, as I under-
stand it, 4 percent of its supply for a period of time, an indetermi-
nate period of time. I hope we can get a good explanation from BP
as to how this incident could have happened and what steps they
have taken, and are taking, to prevent it in the future.

I also hope that Admiral Barrett and Mr. Van Tuyn and other
witnesses can give us a full picture of the Federal and State regu-
latory regime that applies on the North Slope and, in particular,
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why these pipelines were exempt from Federal regulation and what
oversight did State regulators perform on this infrastructure.

Finally, I just point out that this does raise questions that need
to be addressed also as to the adequacy of the infrastructure that
we are constructing and maintaining on the North Slope for addi-
tional developments. One particular development that I have joined
with many others in writing to Secretary Kempthorne about is this
planned leasing with regard to this 200,000 acres near Teshekpuk
Lake. This is an area that some of us have had concerns about.
And understanding the adequacy of the infrastructure, the con-
fidence that we have with regard to not having spills in that area
would be very important as well.

Thank you again for having the hearing.

The CHAIRMAN. Yes, sir, Senator.

[The prepared statements of Senators Akaka, Dorgan, Talent,
and Thomas follow:]

PREPARED STATEMENT OF HON. DANIEL K. AKAKA, U.S. SENATOR FROM HAWAII

I would like to begin today by thanking Chairman Domenici and Ranking Member
Bingaman for calling this timely and important hearing regarding the impact of
BP’s pipeline failure in the Prudhoe Bay oil field in Alaska. As the largest oil field
in the United States with daily production of approximately 400,000 barrels of oil
per day, Prudhoe Bay is critical to this nation’s ability to successfully meet its en-
ergy needs.

I am angered that BP failed to conduct the standard tests for pipeline corrosion.
It is my understanding that these corrosion problems could have been mitigated by
thorough and regular inspection and maintenance of the pipes. I am also bothered
by allegations that BP executives failed to respond to concerns raised by its employ-
ees regarding pipeline safety and other environmental issues prior to the March
2006 oil spill.

We, as government leaders, need to take a close look at the ways in which the
energy infrastructure is regulated and ask ourselves if new requirements are nec-
essary to ensure its overall reliability. Hopefully, this hearing will be a first step
in the process of discovering what is currently being done and what more needs to
be done to prevent future pipeline failures. While I believe that domestic oil produc-
tion is an important part of a larger national strategy to ensure energy security and
independence, it must be done taking precautions necessary to minimize harm to
the environment.

I look forward to hearing your testimony.

PREPARED STATEMENT OF HON. BYRON L. DORGAN, U.S. SENATOR
FrOM NORTH DAKOTA

Mr. Chairman, thank you for holding this hearing today. I believe it is important
to figure out what happened and how we can ensure that it does not happen again.

BP is a big oil company and it recorded second quarter profits this year of $7.27B,
which was 30 percent higher than second quarter profits in 2005. According to one
news source, these profits represented $2.5M an hour.

I say that because this was not a small company that cut corners because of eco-
nomics. This is a large company that cut corners because . . . well, I can’t give you
that answer. Maybe the witnesses will be able to tell us.

I don’t believe it does anyone any good to come here and only testify about how
they will ensure this does not happen again. This should have never happened in
the first place and I believe the witnesses have an obligation and responsibility to
tell the Committee and others what led to this systematic failure.

After this incident, while I was in North Dakota, I asked some oil and gas people
how do you not pig a line for 15 years? Everyone I asked had the same look—mostly
a scratch of the head and a response that they were asking themselves the same
question.

Well, we are all scratching our heads up here and wondering how do you, as a
major oil company, not do basic and essential things to check the integrity of your
infrastructure? Whether, under current law, you are required to or not, it seems
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that ensuring the integrity of the infrastructure for your product is the most funda-
mental and basic thing that you can do.

And the sad part is this—your company is not the real ones that suffered here.
After the announcement to shut down the pipeline came out, the price of oil in-
creased over $2.00 a barrel. So while on the one hand you had a loss, the other hand
showed a win.

I guess that is just the nature of the game when you have 5 oil companies in the
U.S. that have such a substantial share of the oil market.

Again Mr. Chairman, I thank you for holding this hearing and look forward to
knowing why BP did not consistently test and maintain its infrastructure. I am also
looking forward to knowing when they knew there was a problem and what correc-
tive measures they, and the industry, are putting in place to ensure this does not
happen again.

PREPARED STATEMENT OF HON. JiM TALENT, U.S. SENATOR FROM MISSOURI

Mr. Chairman. Thank you for holding this important and timely hearing. I re-
quested this hearing in August and I'm glad that we have this opportunity to exam-
ine the shutdown, both the events leading up to the announcement and the impacts
on supply and price.

Last month, I was extremely concerned over BP’s announcement to suspend pro-
duction at its Prudhoe Bay oilfield due to a spill and corrosion of BP’s pipelines.
This pipeline supplies as much as 400,000 barrels of oil per day, which is 8 percent
of U.S. oil production and 2.6 percent of U.S. supply, including imports.

Missourians, myself included, have been extremely frustrated with the current
high price of both oil and gasoline. It seems to me that this shutdown could have
been prevented and consumers could have been spared the slight increase in prices
following the announcement. As you know, August is always high time for family
vacations and I am concerned about the high cost of gasoline on families in Missouri
and across the country.

Additionally, our economy relies on affordable and reliable energy supplies. Every
time the cost of oil and gasoline increases, it puts pressure on the American econ-
omy. BP and other oil companies should take every possible measure to ensure that
these shutdowns are avoided.

Mr. Chairman, as you know, I strongly support efforts to expand domestic produc-
tion of oil and natural gas. However, I also expect the private sector to sharply step
up its investment in its own critical infrastructure. Earlier this year, BP announced
that its second quarter earnings rose 30 percent to a record $7.32 billion.

Yet at the same time, they did not make the needed investments into critical in-
frastructure. Extensive corrosion to a pipeline of such importance to our economy
is unacceptable and could easily been avoided if BP had taken even minimal steps
to maintain the pipeline.

I understand that the Department of Transportation is drafting proposed legisla-
tion to regulate low stress hazardous liquid lines—like the BP line in question. I
look forward to reviewing that legislation; it is clear that we can not rely on indus-
try to self regulate. They were given the opportunity, and failed miserably.

PREPARED STATEMENT OF HON. CRAIG THOMAS, U.S. SENATOR FROM WYOMING

Good morning. I'd like to thank the Chairman for convening this important hear-
ing and I appreciate the witnesses appearing before us today.

What has happened on the North Slope of Alaska is bad, there is no question
about it. British Petroleum is a successful company with huge profits. They have
failed to re-invest that money into safety and maintenance, however. This pipeline
failure comes on the heels of several black eyes and tragic events for the company.
There were 15 workers Kkilled last year in an accident at a BP refinery in Texas.
Traders from this company have pleaded guilty to cornering the propane market
and manipulating prices during the 2004 winter; the same time of year when Ameri-
cans need cheap energy most. We all know what BP has done recently. I want to
know what’s going to be done to fix it, I want to know what you're doing to ensure
that these things don’t happen again, and I want to be sure that these things will
not happen in my state.

My support for energy development in Wyoming is based on trust. Your industry
is a part of the community, economy and social fabric of Wyoming. When I'm told
that you’re doing the right thing, I have trusted you. Your companies behavior in
the last year makes me question that trust.
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T'll make one other point. Congress will soon consider the reauthorization of pipe-
line safety legislation. That legislation is outside the purview of this Committee. I
do hope that our conversations today can help inform that debate, however. We
must not over-reach in our effort to craft pipeline safety legislation. The situation
in Prudhoe Bay is unique. The pipelines there are low-pressure but they’re 3 feet
in diameter. Most of these low-pressure pipelines are smaller, and they’re connected
to marginal wells.

Prudhoe Bay provides 8% of domestic supply, but marginal wells provide nearly
twice that amount. The economics of these wells is tenuous. If we go too far in regu-
lating the pipelines connected to them, those marginal wells become uneconomic.
Producers will shut them in and we’ll have two Prudhoe Bay disasters on our hands.
We need to make sure that does not happen.

Again, I thank the Chairman for holding this hearing and I look forward to hear-
ing from the witnesses.

The CHAIRMAN. With that, Senators, you understand we’re going
to proceed to the witnesses and then back to us, so that we can in-
clude in our opening remarks our approach to questions. Unless
Senators want to change that approach, I will proceed on that
basis, and time of arrival will be the time in which you’re called
upon. That means, from what I have seen here, that the chairman,
Bingaman, Thomas, Wyden, Murkowski, Feinstein, Bunning is the
order of arrival and calling on each other.

Now we’re going to proceed. You've all been sworn in and we’re
going to start with Admiral Thomas Barrett.

STATEMENT OF VICE ADMIRAL THOMAS BARRETT, U.S. COAST
GUARD [RETIRED], ADMINISTRATOR, PIPELINE AND HAZ-
ARDOUS MATERIALS SAFETY ADMINISTRATION, DEPART-
MENT OF TRANSPORTATION

Admiral BARRETT. Chairman Domenici, Ranking Member Binga-
man, members of the committee, thank you for the opportunity to
discuss the actions of the Pipeline and Hazardous Materials Safety
Administration of the Department of Transportation to oversee safe
operations of BP exploration pipelines at Prudhoe Bay and steps
that can be taken to prevent recurrence of such pipeline failures.
Our mission is achieving and maintaining safe, environmentally
sound and reliable operation of the Nation’s pipeline transportation
system. In practice, this requires understanding conditions of pipe-
lines and ensuring operators take actions to prevent and address
unsafe conditions. Pipelines that are safe provide reliable transpor-
tation service.

Following BP’s March 2 crude oil spill from a low-stress line at
Prudhoe Bay, we used our statutory authority to assert jurisdiction
over the failed line and other BP unregulated, low-stress transit
lines at Prudhoe Bay. We subsequently issued a series of orders to
the operator to perform long overdue inspections and maintenance
and implement measures for safe restoration of operations. We or-
dered BP to run cleaning pigs to remove solids from the lines and
perform in-line inspections to understand the condition of the lines
from the inside out. We directed an extensive ultrasound testing
and enhanced corrosion management plan, external surveillance
using infrastructure detectors to detect leaks, and development of
plans to manage solids in ways that prevent risk to the Trans-Alas-
ka Pipeline. As a result of the pigging we ordered, BP discovered
the wall loss and leaks on a line segment in the eastern operating
area on August 6 and subsequently shut down that line.
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We also put an inspection team on the Trans-Alaska Pipeline
System and updated our evaluations of the integrity and reliability
of other regulated transmission lines on the North Slope to mini-
mize risks from any additional impacts of the BP pipeline failures.

We have been on the job overseeing and directing these actions
since March. Along with my western regional director, Mr. Chris
Hoidal, and my chief safety officer, Stacey Gerard, I visited Anchor-
age and Prudhoe Bay in July to meet with my field inspectors, BP
and Alyeska executives, State officials, and the Joint Pipeline Of-
fice to assess conditions and actions firsthand. Acting Transpor-
tation Secretary Maria Cino visited in August and I went back on
August 31 to reassess progress and compliance with our orders.

We do not understand why BP did not more aggressively address
corrosion problems that led to these leaks much earlier. We have
found most pipeline operators demonstrate a higher standard of
i:aredthan this, regardless of whether or not they are federally regu-
ated.

The CHAIRMAN. Regardless of what?

Admiral BARRETT. Regardless of whether they are federally regu-
lated or not. Most operators, whether they’re under our regulations
or not, exercise more care than we've seen here.

We presently are addressing two separate immediate issues with
BP’s major Prudhoe Bay transfer lines: first, the conditions under
which the western area transfer line can continue to operate; and
second, safe restoration of production on the shut-down eastern
line. Each line, as you noted, carries about 200,000 barrels of crude
oil a day, or a total of 400,000 barrels for both lines.

On the western line, we’ve required continuous ultrasonic testing
and directed an enhanced corrosion management plan and external
surveillance. We continue to monitor these results on a daily basis.
On the eastern line, our focus is restoring the line so that it can
be pigged, as a precursor to allowing it to return to full service.
Flow must be restored to allow the pigging. We will allow this lim-
ited restart when we are assured it can be done safely, and restora-
tion of normal production flow will be dependent on the pigging re-
sults.

We are working with BP to prepare for a possibility that the
eastern line may not be in good condition. If pigging reveals serious
problems with the remaining segments of the eastern line, we un-
derstand BP is developing options to bypass segments of the line
and reroute production to other existing transmission lines until
the lines can be replaced.

As unfortunate as these incidents are, they are not a bellwether
for the health of the majority of the energy pipeline infrastructure.
As a result of integrity management programs we have required
since the early 2000 series, over 57,000 defects system-wide, which
could have grown to failure and possibly caused energy disruptions,
have been found and fixed. The overall safety record of the U.S. in-
dustry is getting progressively better.

On August 31 the administration proposed new safety require-
ments for rural low-stress pipelines, including the BP lines at
Prudhoe Bay. The proposal was under development since 2004,
well in advance of these spills, and will protect unusually sensitive
environmental locations. Lines of this type in populated areas and
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impacting navigable waters are already regulated. As this is a pro-
posal, we are seeking public input, including the scope of coverage
and requirements proposed.

The Secretary of Transportation also submitted to Congress the
administration’s legislative proposal to reauthorize the 2002 Pipe-
line Safety Improvement Act. This proposal would strengthen State
programs to prevent external damage to gas distribution lines, a
serious life safety risk and the only area where accidents are
trending upward. The proposal also includes a provision that would
enhance both safety and energy supply by implementing a risk-
based approach for retesting intervals on natural gas pipelines
rather than a mandatory 7-year interval regardless of risk. A re-
cent GAO report endorsed the system risk-based approach.

The natural gas transmission industry warned that supply short-
ages could occur, depending on gas demand, if operators are re-
quired to shut down one-seventh of their systems for assessments
in the same years in which they are conducting mandatory baseline
testing.

Mr. Chairman, I want to assure you and members of the com-
mittee that the administration, the Acting Secretary, and the dedi-
cated men and women of PHMSA share your strong commitment
to improving the safety, reliability, and public confidence in our
pipeline transportation system. Like you, we understand the impor-
tance of our safety mission to our citizens and the energy security
and continued economic growth of our Nation.

With your permission, I'll submit my written statement for the
record and be pleased to answer any questions that you may have.

[The prepared statement of Admiral Barrett follows:]

PREPARED STATEMENT OF VICE ADMIRAL THOMAS J. BARRETT, USCG (RETIRED),
ADMINISTRATOR, PIPELINE AND HAZARDOUS MATERIALS SAFETY ADMINISTRATION,
DEPARTMENT OF TRANSPORTATION

Chairman Domenici, Ranking Member Bingaman, members of the Committee:
Thank you for the opportunity to discuss recent actions of the Pipeline and Haz-
ardous Material Safety Administration to oversee safe and reliable operations of BP
Exploration (BPXA) pipelines at Prudhoe Bay, Alaska, and steps that can be taken
to prevent recurrence of such pipeline failures.

Our agency mission is achieving and maintaining safe, environmentally sound,
and reliable operation of the nation’s pipeline transportation system. In practice,
this requires understanding the condition of pipelines and ensuring that operators
take actions to prevent and address any unsafe conditions. As you know the first
responsibility for safe and reliable operation rests with the pipeline operator.

Since the spill of approximately x,000 barrels of crude oil from a BPXA-operated
low stress line at Prudhoe Bay on March 2, PHMSA has been on the job aggres-
sively to ensure safe and reliable operations. Because the BPXA line where the spill
occurred was a low stress line, operating at less than 20 percent of its maximum
strength, it had not been federally regulated. In mid-March, using our statutory au-
thority, we asserted federal jurisdiction over the failed line and other BPXA unregu-
lated low stress lines at Prudhoe Bay, a total of 22 miles of transit pipeline. We
subsequently issued a serves of orders to the operator to perform long overdue in-
spections and maintenance on its low stress lines and implement measures for the
safe restoration of operations. These included measures to understand the condi-
tions of the lines and take all necessary measures to assure safety and reliability.
In addition, PHMSA recently proposed regulations for these types of pipelines,
which have been under development since 2004.

We ordered BPXA to run cleaning pigs to remove solids from the lines and per-
form in line inspections (smart pigging) to understand the condition of the lines
from the inside out. We directed extensive ultra sound testing and an enhanced cor-
rosion management plan. We directed external surveillance using infra-red detectors
to detect leaks and the development of plans to manage solids in a way that pre-
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vented risks to the Trans-Alaska pipeline. It was as a result of pigging we ordered
that BPXA discovered the wall loss and leaks on a line segment in the Eastern Op-
erating Area that led to the production shutdown on August 6th.

Our personnel have been on the job tirelessly since March overseeing and direct-
ing these actions. We brought on additional technical resources from Oak Ridge Na-
tional Laboratories. Along with my western region director, Mr. Chris Hoidal and
my chief safety officer, Ms Stacey Gerard I visited Anchorage and Prudhoe Bay in
early July to assess the situation first hand and meet with my field inspectors, BP
and Alyeska executives, state officials and the Joint Pipeline Office. The Acting Sec-
retary of Transportation, Maria Cino visited in August and I went back on August
31st to reassess progress and compliance with our orders.

While this was progressing we put an inspection team on the Trans-Alaska Pipe-
line System and updated our evaluation of the integrity and reliability of all the reg-
ulated transmission lines on the North Slope to minimize the risks to transportation
from any additional impacts of the BP pipeline failures.

We do not understand why BPXA did not more aggressively address the corrosion
problems that led to these leaks much earlier. Given the multiple risk factors for
corrosion in the Prudhoe Bay environment and the low velocities on these lines, it
is mystifying that BPXA did not run cleaning pigs regularly on these transit lines.
We have found most pipeline operators demonstrate a higher standard of care than
this, regardless of whether they are federally regulated or not.

While the operator’s management of the lines in the years leading up to the
March incident is a disappointment, BPXA is finally making progress in addressing
our concerns and we are actively working with them to safely increase pipeline
throughput back to previous levels. Our first concern was whether we could allow
the Western area transfer line, which carries about 190,000 barrels of daily through-
put to continue to operate. To do so, we required continuous ultrasonic testing. This
requirement will continue until BPXA complies with our order to internally inspect
the line with a smart pig. Further, we directed ultrasonic testing in all elevation
changes and low spots to identify any other potential failure locations, and this test-
ing is almost complete. We are allowing this ling to continue to operate based on
BPXA completion of about 25 percent of exterior, ultrasonic testing. We continue to
monitor these results on a daily basis. Operator records show that BPXA inspected
this line with a smart pigged in 1998. The line has twice the flow velocity of the
Eastern Operating Area, making it less susceptible to corrosion.

Our other primary focus has been on getting the Eastern operating line ready for
pigging as a precursor to allowing it to return to full service. The line had been car-
rying about 200,000 barrels of daily throughput. To pig this line, flow must be re-
stored to allow the pig to travel the line. We recognize the importance of these pipe-
lines to the Nation’s oil supply and are working to help ensure that action is taken
expeditiously, but at the same time we must be assured that even a temporary, lim-
ited restart can be operated safely, before it can proceed. We have asked BPXA to
provide a credible corrosion hypothesis, validated by testing, so that we know they
understand the potential corrosion on the line and can manage corrosion going for-
ward. We will require a risk mitigation plan for pigging and restart, and a dry run
of the restart, pigging and bypass operation needed to carry the solids to a safe stor-
age tank to permanent handling. Finally, we have required additional personnel and
equipment for rapid response in case of a spill. These requirements are additional
to those identified in our Corrective Action Order and Amendments. Once pigged,
PBXA must identify and remediate any defects prior to full production. This line
could then operate until it is replaced entirely in 2007.

We are also working with BP to prepare for the possibility that the Eastern line
may not be in good condition and may not be able to be restarted. If smart pigging
reveals serious problems with remaining segments of the Eastern line, BPXA is de-
veloping an option to bypass large segments of the Eastern transit line and re-route
product to existing transmission lines. “Jumper” lines to accomplish this will also
require our approval.

The BPXA transit lines failures are not indicative of the state of the rest of the
U.S. energy infrastructure. Based on our observations, other major companies are
investing more consistently in the integrity of their pipeline systems and generally
have much greater system reliability as a result. Integrity management procedures,
required by our oversight regulations, require regular assessment and repair of
identified risks. As a result of integrity management programs we have required,
over 57,000 defects system wide, which could have grown to failure and possibly
caused energy disruptions, have been found and fixed, at the earliest possible stage.
The overall safety record of the U.S. pipeline industry is good and getting progres-
sively fetter. The liquid pipeline industry is nearing completion of their baseline
testing programs. We are seeing a steady decline in the number of pipeline incidents
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that cause serious harm to people or the environment. Pipelines that are safe also
provide reliable transportation service.

Comparing the five year periods before and after integrity management programs
were implemented on hazardous liquid pipelines, spill frequency dropped 18 percent
and volumes spilled dropped 35 percent.

On August 31st the Administration proposed robust new safety requirements for
rural low stress pipelines including the BP lines at Prudhoe Bay. The proposal has
been in development since 2004, well in advance of these spills. The proposal would
protect unusually sensitive environmental locations in rural areas, covering about
22% of lines of this type nationwide. Most of the lines the proposed rule addresses
are far smaller than the BP Prudhoe Bay low stress lines, but still provide critical
transportation of energy products. Low stress lines in populated areas and near nav-
igable waterways are already overseen by PHMSA. As this is a proposal we are
seeking public and stakeholder input, including comments addressing the scope of
coverage and the requirements included.

As you may know, the pipeline safety program is due for reauthorization and the
Committees with oversight have been actively considering a range of provisions this
spring and summer to build on the success of the 2002 Pipeline Safety Improvement
Act. Of greatest interest to most stakeholders are provisions designed to address the
leading cause of serious pipeline accidents, construction-related damage. The Ad-
ministration’s proposal would address this problem by authorizing civil enforcement
authority of one call notification laws and financial incentives for states to improve
damage prevention programs.

The Administration’s proposal also includes a provision to use a risk-based ap-
proach for the management of natural gas transmission lines, which should mini-
mize energy supply interruptions. The current statute requires operators of natural
has transmission lines to perform baseline integrity tests of their pipelines over a
ten-year period and retest those lines every seven years regardless of the line’s con-
dition and risk profile. Repairs following testing may require shutdown of the gas
transmission lines. The Administration has proposed removing this provision and
replacing it with a risk based approach to determine appropriate retest intervals.
This will improve risk management and safety. Just recently, the General Account-
ability Office (GAO) issued a report supporting repeal of seven-year retest require-
ments.

Like the GAO, we believe that safety testing should be performed as often as nec-
essary to detect problems and prevent accidents, not on a fixed, one-size-fits-all
schedule. This is not simply a question of operating costs. Because these tests can
be performed only when the line is shut down, testing necessarily will have direct
impacts on natural gas supply. A risk-based approach, implemented through rule-
m?king, will have less of an impact on gas flow and, at the same time, not sacrifice
safety.

The Administration’s proposal also would prevent supply shortages that could re-
sult from overlapping testing requirements in the last three years of the ten-year
baseline testing. The natural gas transmission industry has warned that supply
shortages could occur, depending on gas demand, if operators are required to shut
down one-seventh of their systems for mandatory retesting in the same years in
which they are conducting mandatory baseline testing on other lines. We want to
bring this issue to your attention.

Mr. Chairman, I want to assure you and members of the Committee that the Ad-
ministration, the Acting Secretary, and the dedicated men and women of PHMSA,
whose work at Prudhoe Bay by the way I am enormously proud of, share your
strong commitment to improving the safety, reliability, and public confidence in our
pipeline transportation system.

Like you, we understand the importance of our mission to the citizens, commu-
nities and the energy security and continued economic growth of America. Thank
you.

The CHAIRMAN. Thank you very much, Admiral. Your written
statement will be made a part of the record as if read and we will
ask you questions as we see fit in due course.

What is the committee’s pleasure? I assume that we should now
go to the next witness, as we had planned.

All right, the next witness will proceed. Would you introduce
yourself to the committee and tell us what you do and then proceed
to give your testimony.
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STATEMENT OF HOWARD GRUENSPECHT, DEPUTY ADMINIS-
TRATOR, ENERGY INFORMATION ADMINISTRATION, DE-
PARTMENT OF ENERGY

Mr. GRUENSPECHT. Yes, my name is Howard Gruenspecht and
I'm the Deputy Administrator of the Energy Information Adminis-
tration. Thank you, Mr. Chairman, and members of the committee.
I appreciate the opportunity to appear before you today to discuss
the role of Alaska North Slope oil in U.S. energy markets. EIA is
the independent statistical and analytical agency in the Depart-
ment of Energy. We do not promote, formulate, or take positions
on policy issues and our views should not be construed as rep-
resenting those of the Department or the administration.

In 2005, Alaskan crude oil represented about 17 percent of total
U.S. crude oil production and about 6 percent of all crude oil proc-
essed in the United States. While still an important part of U.S.
supply, Alaskan oil production, of which Prudhoe Bay is the most
important source, has declined from its 1988 peak of just over 2
million barrels a day to 864,000 barrels per day in 2005.

On August 6—the reason we’re here—BP Exploration Alaska,
which operates the Prudhoe Bay field, announced that it would
suspend its production pending acquisition of further information
on the integrity of the transit pipelines that carry produced oil to
the Trans-Alaska Pipeline System. It was subsequently determined
that only part of production would need to be taken offline for an
extended period. According to the State of Alaska, Prudhoe Bay
production for the month of August averaged 189,000 barrels per
day, about half its August 2005 level.

West coast refineries have been the primary market for Alaskan
crude oil since the inception of North Slope production. However,
as production in Alaska has declined since 1988, the share of crude
input to West Coast refineries that is supplied by Alaskan oil has
fallen, as shown by figure 2 in my written testimony. In 2005, oil
refineries in California and Washington received 32 percent of their
total crude oil input from Alaska, while imports provided 38 per-
cent. A decade earlier, in 1996, refineries in these two States re-
ceived an average of 1.16 million barrels a day of crude from Alas-
ka, accounting for half of their total crude supply, while imports
provided only 13 percent.

Although the loss of any crude supply has a ripple effect through-
out the world oil market, as supplies are shifted to fill gaps affect-
ing a specific region, the current disposition of Alaskan oil suggests
that West Coast refineries would be most immediately impacted by
a cutback in the flow of oil from Alaska. However, as discussed in
my written testimony, the cushion provided by relatively high
crude oil inventories in advance of the recent production loss and
the modest size of the reduction in flow that’s actually occurred
here precluded any major problems to date. EIA weekly refinery
data through the week ending September 1 do not show any detect-
able impact on crude runs along the West Coast since the produc-
tion cutbacks began.

The response to an extended disruption in supply from Alaska
would likely involve some increase in crude oil imports, especially
since West Coast refineries are among the world’s most sophisti-
cated, with the capability to process different types of crude oil
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from many sources. Current major import sources for the West
Coast are Saudi Arabia, Ecuador, Iraq, and Canada. Figure 3 in
my written testimony provides additional detail.

Timing considerations might favor an initial surge in imports
from nearby suppliers, such as Ecuador, Canada, and Colombia,
with more distant make-up volumes arriving later as a result of
companies taking precautions to cover their supply needs. Com-
plete import data are not yet available for August, but there is
some preliminary evidence of increased imports.

I was asked to consider the possible impacts of a hypothetical
supply disruption involving more or even all of Alaska’s crude oil
supply. This is really very difficult to assess in general terms be-
cause the extent of those impacts would depend on many factors,
such as the level of West Coast crude and product stocks, world
surplus capacity, seasonal factors, and the perceived duration of
the hypothetical disruption.

Looking just at the global upstream balance in the world oil mar-
ket, EIA estimates that current excess production capacity world-
wide is only about 1 million to 1.5 million barrels per day, with all
of this residing in Saudi Arabia. The loss of over 800,000 barrels
per day—that would be the complete Alaska supply—for an ex-
tended period, given the current low level of surplus capacity, could
trigger a noticeable rise in the world oil price.

To conclude my testimony, I'd like to briefly summarize our lat-
est short-term outlook for petroleum markets, which we are releas-
ing this morning. While August, as we all know, began with a price
surge, prices for both crude oil and gasoline have been falling
steadily over the last 5 weeks. The average retail price of regular
motor gasoline fell from $3.04 a gallon on August 7 to $2.62 per
gallon yesterday, and we expect it to continue falling, with the
monthly average of about $2.55 per gallon in January of next year,
before rising again into next summer.

Total motor gasoline stocks, which during the month of August
in the last 5 years fell by an average of 10 million barrels, fell by
only 2 million barrels this August. This modest decline in stocks,
the expected seasonal drop in gasoline demand, and the changeover
from summer to winter gasoline—the winter gasoline being less ex-
pensive to produce—are all contributing to lower gasoline prices. At
the present time the spread in price between a barrel of conven-
tional gasoline and a barrel of WTI crude oil has shrunk to be-
tween $1 and $2 per barrel. That’s welcome news for consumers,
but it’s a gap that’s unlikely to remain that small for a long period.

In terms of distillate stocks, they were almost 10 million barrels
above the previous 5-year average at the end of August, but diesel
fuel prices have not fallen as much as gasoline prices. Global de-
mand for distillate fuels, particularly in Europe and Asia, is keep-
ing this market tight. While diesel fuel prices are expected to de-
cline over the next few months, prices are projected to increase
again as winter demand for heating fuel grows.

Mr. Chairman and members of the committee, this completes my
testimony. I'd be happy to answer any questions that you might
have.

[The prepared statement of Mr. Gruenspecht follows:]
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PREPARED STATEMENT OF HOWARD GRUENSPECHT, DEPUTY ADMINISTRATOR, ENERGY
INFORMATION ADMINISTRATION, DEPARTMENT OF ENERGY

Mr. Chairman and Members of the Committee: I appreciate the opportunity to ap-
pear before you today. The Energy Information Administration (EIA) is the inde-
pendent statistical and analytical agency within the Department of Energy. We are
charged with providing objective, timely, and relevant data, analysis, and projec-
tions for the use of the Congress, the Administration, and the public. While we do
not take positions on policy issues, our work can assist energy policymakers in their
energy policy deliberations. Because we have an element of statutory independence
with respect to our activities, our views are strictly those of EIA and should not be
construed as representing those of the Department of Energy or the Administration.

My testimony today focuses on the role of Alaska North Slope oil in U.S. energy
markets. The recent reduction in crude oil production from Alaska’s Prudhoe Bay
Field due to concerns over pipeline integrity and the reductions in Gulf of Mexico
production as a result of Hurricanes Ivan, Katrina, and Rita in 2004 and 2005 pro-
vide reminders that domestic supplies of crude oil, not just foreign supplies, are sub-
ject to unexpected interruptions.

ALASKAN CRUDE OIL

In 2005, Alaskan crude oil represented about 17 percent of total U.S. crude pro-
duction and about 6 percent of all crude oil processed in the United States. While
still an important part of U.S. supply, Alaskan oil production has declined from its
1988 peak of just over 2 million barrels per day to 864 thousand barrels per day
in 2005, with all but 20 thousand barrels per day produced on the North Slope. The
Prudhoe Bay Field, which has provided the bulk of North Slope production, aver-
aged about 370 thousand barrels per day in 2005, down from a peak of almost 1.6
million barrels per day in 1988.

The Trans-Alaska Pipeline System (TAPS) conveys North Slope production 800
miles south to the ice-free port at Valdez, on the Prince William Sound. (Figure 1%)
TAPS is owned and operated by a consortium called the Alyeska Pipeline Service
Company, the current shareholders of which are BP, ConocoPhillips, ExxonMobil,
Koch, and Unocal, with ownership shares of 46.93, 28.29, 20.34, 3.08 and 1.36 per-
cent respectively. While TAPS shipped as much as 2.1 million barrels per day at
peak flow in 1988, the average 2006 flow has been about 780 thousand barrels per
day. Alyeska has stated that the pipeline can operate at rates as low as 400 thou-
sand barrels per day.

On August 6, BP Exploration Alaska, Inc., which operates the Prudhoe Bay Field
on behalf of itself and the other interest owners, announced that it would have to
cut production from the field, pending acquisition of further information on the in-
tegrity of the transit pipelines that carry the produced oil to TAPS. (BP has a 26.3
percent ownership interest in the Prudhoe Bay Field, and its share of production
in the field represented about one-third of BP’s total Alaskan production in 2005.)
Initially, concerns were raised that Prudhoe Bay production might be stopped alto-
gether, but it was soon determined that only a part of production would have to be
taken offline for an extended period. According to the State of Alaska, Prudhoe Bay
production for the month of August averaged 189 thousand barrels per day, which
is about half of its August 2005 level.

MARKETS FOR ALASKAN CRUDE AND POTENTIAL DISRUPTION IMPACTS

West Coast refineries in California and Washington have been the primary mar-
ket for Alaskan crude since the inception of North Slope production. Before 1995,
when the prohibition on the export of Alaskan crude was lifted by Congress, any
Alaskan crude that was not used in Alaska, Hawaii, or the U.S. West Coast was
shipped to other U.S. markets, mainly the U.S. Gulf Coast. Following the lifting of
the export ban, the West Coast remained by far the dominant market for Alaskan
crude, although some Alaska oil was exported through April 2000. Since 2000, with
the exception of a single export shipment made in 2004, all Alaska crude not con-
sumed within the state has been shipped to U.S. refiners on the West Coast and
in Hawaii.

As production in Alaska has declined, the share of crude input to West Coast re-
fineries that is supplied by Alaska oil has also fallen (Figure 2). In 2005, oil refin-
eries in California and Washington received an average of 748 thousand barrels per
day from Alaska, 32 percent of their total crude oil receipts of 2.368 million barrels
per day. Other domestic production, primarily from California, provided 30 percent

*All figures have been retained in committee files.
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of crude receipts, and imports provided 38 percent. This reflects a substantial reduc-
tion in the role of Alaska crude compared to 1996, when refineries in these two
states received an average of 1.164 million barrels per day of crude from Alaska,
accounting for 50 percent of their total crude supply. A decade ago, imports provided
only 13 percent of crude supply to California and Washington refineries.

Given the current disposition of Alaskan oil, West Coast refineries are the most
immediately impacted by a cutback in the flow of oil from Alaska, although loss of
any crude supply has a ripple effect throughout the world market as supplies are
shifted to fill gaps affecting a specific region. However, the cushion provided by rel-
atively high crude oil inventories in advance of the recent production loss and the
modest size of the reduction in flows has kept the present Alaskan supply shortfall
from creating any major problems. Since the cutbacks of Alaskan crude oil produc-
tion began in early August, we have not seen any significant impact on crude runs
in California or Washington refineries.

West Coast (Petroleum Administration for Defense District V (PADD V)) crude oil
inventories were at the high end of the typical range at the beginning of the month
before the announcement, and would be expected to drop by 2.4 million barrels dur-
ing August. In actuality, they fell 3.8 million barrels between July 28 and August
18, but remained within the typical range for that time of year. Because Alaskan
crude oil produced prior to August would still have been arriving on the West Coast
during part of this time, it is not clear that the inventory reduction was associated
with the August Alaskan production reduction. From August 18 through September
1, West Coast inventories have increased slightly to a level in the middle of the typ-
ical range.

The response to an extended disruption in supply from Alaska will likely involve
some increase in crude oil imports. One factor that would tend to mitigate the im-
pacts of a disruption in supply from Alaska on West Coast petroleum product mar-
kets is that West Coast refineries are among the world’s most sophisticated, in part
due to the very stringent clean fuel requirements in the California market. These
refineries have the capability to process different types of crude oil from many
sources, providing them with more flexibility than so-called simple refineries, which
require a relatively narrow range of crude oil types in order to produce their pre-
ferred product mix.

Current major import sources for California and Washington refineries are Saudi
Arabia, Ecuador, Iraq, and Canada. (Figure 3) While increased imports could ulti-
mately flow from a variety of sources, timing considerations might favor an initial
surge in imports from nearby suppliers, such as Ecuador, Canada, and Colombia,
with more distant makeup volumes arriving later as a result of companies taking
precautions to cover their supply needs. Complete import data are not yet available
for August, but there is some preliminary evidence of increased imports.

Although EIA has been asked to provide some insights into the possible impacts
of a hypothetical disruption affecting more, or even all, of Alaska’s crude oil supply,
it is very difficult to generalize, because the extent of any impacts would depend
on myriad factors, such as the level of PADD V crude and product stocks, world sur-
plus capacity, seasonal factors, and the perceived duration of the hypothetical dis-
ruption. Looking just at the global upstream balance, EIA estimates the current ex-
cess production capacity worldwide is only about 1.0 to 1.5 million barrels per day,
with all of this residing in Saudi Arabia. At the current low level of worldwide sur-
plus production capacity, the loss of around 800 thousand barrels per day of supply
from Alaska for an extended period could trigger a noticeable rise in the world oil
price. Initial responses by West Coast refiners would likely include both some draw-
down of crude oil stocks and efforts to increase crude imports, as described above.

SHORT-TERM ENERGY OUTLOOK

To conclude my testimony, I would like to summarize the short-term outlook for
petroleum markets, which we released today as part of our September Short-Term
Energy Outlook (STEO).

While August began with a surge in petroleum prices, prices for both crude oil
and gasoline have been falling steadily over the last five weeks. The U.S. average
retail price of regular motor gasoline fell from $3.04 per gallon on August 7, 2006,
to $2.73 per gallon on September 4, 2006, and prices are expected to fall to an aver-
age of $2.55 per gallon in January 2007 before rising again into next summer. In
2006 and 2007, we expect the West Texas Intermediate (WTI) crude oil spot price
to average around $70 per barrel and we expect retail regular gasoline prices to av-
erage about $2.66 per gallon in both 2006 and 2007.

Projected world petroleum consumption growth is 1.2 million barrels per day in
2006 and 1.7 million barrels per day in 2007, notwithstanding recent price levels.
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However, EIA has reduced expected oil demand for 2006 and 2007 downwards for
the second consecutive monthly STEO in response to slower demand growth in the
Organization for Economic Cooperation and Development (OECD) countries.

Surplus world crude oil production capacity is expected to increase slightly in
2007, but will remain low enough that existing and potential supply problems in
Alaska, Iran, Iraq, Nigeria, and Venezuela may continue to raise concern. Because
of these factors, as well as the continued tight supply-demand balance, EIA expects
little relief from current pricing patterns.

First-half 2006 production data show non-OPEC production growth of around 0.3
million barrels per day compared to the same period last year, and annual growth
for 2006 will likely total around 0.6 million barrels per day, reflecting both new
projects and the recovery from hurricane impacts that affected production during
the last four months of 2005. Non-OPEC production is projected to increase by 1.4
million barrels per day in 2007, with new projects in the Caspian Region, Africa,
and Brazil expected to add more than 0.9 million barrels per day of new production.

OECD inventories began the second quarter 2006 at the upper end of their past
5-year range for this time of year. However, when measured on the basis of how
many days of demand the current supply could meet, OECD inventories were only
in the middle of their observed 5-year range. By the end of 2007, EIA projects days
of supply of OECD inventories to finish at the bottom of their 5-year range for that
time of year, which is expected to make the market even tighter.

Average domestic crude oil production is expected to decrease by 23 thousand bar-
rels per day, or 0.4 percent in 2006, to a level slightly under 5.1 million barrels per
day. For 2007, a 7.6 percent increase is expected, resulting in an average production
rate of about 5.5 million barrels per day for the year.

Total U.S. petroleum consumption is projected to be unchanged in 2006 compared
with 2005. In 2007, total consumption is expected to increase by 2.0 percent. While
motor gasoline consumption exhibited almost no growth in 2005, it is projected to
grow 1.0 percent in 2006 and 1.2 percent in 2007, reflecting anticipated continued
U.S. economic growth. Distillate (diesel fuel and heating oil) consumption, having
increased 1.3 percent in 2005, is projected to increase 1.8 percent in 2006 and 2.2
percent in 2007.

Total U.S. primary motor gasoline stocks at the end of August were 8 million bar-
rels above the previous 5-year average. Total motor gasoline stocks, which fell by
an average of 10 million barrels in August in the last 5-year period, fell by only 2
million barrels this August. The moderate decline in stocks, the expected seasonal
decline in gasoline demand, and the changeover from summer-grade to winter-grade
gasoline this month—which is less expensive to produce—all combined to lower gas-
oline prices in August. Although distillate stocks were 10 million barrels above the
previous 5-year average at the end of August, diesel fuel prices have not fallen as
much as gasoline prices have. Global demand for distillate fuels, particularly in Eu-
rope and Asia, are expected to keep this market tight. While diesel fuel prices are
expected to decline over the next few months, heating oil prices are projected to in-
crease as winter demand for this heating fuel grows.

Mr. Chairman and members of the Committee, this completes my testimony. I
would be happy to answer any questions that you might have.

The CHAIRMAN. Before we go to the next witness, I just wanted
to ask, for the record, would you give us, if you recall it, the high-
est price per barrel for oil in the past 6 months and the low?

Mr. GRUENSPECHT. I think around $77, $78 a barrel for West
Texas Intermediate was the peak. Now we’re I think at $65 and
a little bit. And this is the low point in recent history, although far
above, obviously, prices that we were used to for quite a long time.

The CHAIRMAN. Yes, but that’s a big drop.

Mr. GRUENSPECHT. That’s a big drop.

The CHAIRMAN. What percent?

Mr. GRUENSPECHT. Well, let’s say 15, 16 percent is about right.
And gasoline has dropped over 40 cents a gallon in the past 5
weeks.

The CHAIRMAN. Your record reflected it, but let’s emphasize it
here. It appears that the OPEC cartel has fed that situation by in-
creasing production, not decreasing it; right?
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Mr. GRUENSPECHT. My understanding of the OPEC statements is
that they have no plans to cut back production.

The CHAIRMAN. All right, very well. Thank you.

Now we’re going to go to the BP side of the ledger here, Mr. Rob-
ert Malone, president and chairman of BP America. He is accom-
panied by two people. We're going to have their presence noted. Mr.
Steve Marshall is the president of BP Exploration (Alaska) Inc.,
Anchorage, AK; is that correct?

Mr. MARSHALL. That’s correct, yes.

The CHAIRMAN. And you have with you, Mr. Malone, and your
vice p;‘esident and chief economist, Mr. Peter Davies—or is it “Dae-
Vees™

Mr. DAVIES. It’s “Dae-viss,” yes indeed, sir.

The CHAIRMAN. Thank you.

Now, you have asked me, if there’s an economic question that we
ask and you need an answer, if you can ask your economist, and
I agreed to that. And if you want to in some way question Mr.
Steve Marshall, who has more longevity in some of these areas and
would know an answer, rather than leave it open and vague, we
will agree to that too at this point.

So would you now proceed to give us your background with the
company and your record statement, please.

STATEMENT OF ROBERT A. MALONE, PRESIDENT AND CHAIR-
MAN, BP AMERICA, INC., HOUSTON, TX; ACCOMPANIED BY
STEVE MARSHALL, PRESIDENT, BP EXPLORATION (ALASKA)
INC., ANCHORAGE, AK; AND PETER DAVIES, VICE PRESI-
DENT AND CHIEF ECONOMIST, BP, P.L.C., LONDON, UK

Mr. MALONE. Thank you. Mr. Chairman and members of the
committee, good morning. My name is Bob Malone and I'm the
chairman and president of BP America.

BP America’s recent operating failures are unacceptable. They
have fallen short of what you and the American people expect from
BP and they have fallen short of what we expect of ourselves. We
know we will be measured by what we do, not what we say, and
we are in action to fix the problems, and in doing so, regain the
trust of you and the American people.

On August 6 I received word of severe corrosion in one of our
eastern operating area transit lines in Alaska. The decision was
made to shut down these transit lines to avert any possibility of
an oil spill and to protect the environment. We fully recognize this
de(zlision was not without consequences, but it was the right thing
to do.

We immediately initiated extensive testing of the transit lines on
the western side of the field, assured ourselves that they were fit
for continued service, and thus retained the production of about
200,000 barrels a day. Many were concerned about the impact on
crude supply and gasoline prices. BP brought in cargoes of crude
oil from around the world, some 3.5 million barrels. Other sup-
pliers did the same. There have been no crude shortages and both
crude oil and gasoline prices have steadily declined since the inci-
dent. BP continues to acquire stocks to replace the production that
remains shut down.
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BP is committed to fully restoring production as soon as we are
confident that it can be done in a safe and environmentally respon-
sible way. Continued inspections of the eastern operating area lines
have shown little corrosion. We plan to submit a request to DOT
to resume operations very soon.

Across BP, we have taken a number of actions to ensure that our
businesses are run in a manner that meets our expectations and
yours. Many of these were announced by John Browne on July 1
and they included my appointment. I'd like to highlight the fol-
lowing.

I've retained three of the foremost experts in the world on corro-
sion and infrastructure management to evaluate and make rec-
ommendations for improving the corrosion management program in
Alaska. We will apply these learnings to the rest of our pipeline op-
erations in America and around the world. We have added an addi-
tional $1 billion to the $6 billion already earmarked to upgrade all
aspects of safety at our U.S. refineries and for integrity manage-
ment in Alaska. Over $550 million, and that’s net to us, will be
spent on integrity management improvements in Alaska over the
next 2 years.

We have initiated a review of our U.S. trading business by inde-
pendent external auditors. They will examine the design of the
trading organization, delegations of authority, standards and guide-
lines, resources, and the effectiveness of our controls and our com-
pliance.

I've appointed former U.S. district judge Stanley Sporkin as an
independent ombudsman reporting directly to me and I've asked
him to conduct a review of all worker allegations that have been
raised on the North Slope since 2000. I've established an oper-
ational advisory board that’s composed of 15 business leaders in BP
America to advise me on safety, operational integrity, and compli-
ance. I’'m in the process of recruiting an external advisory board to
assist and advise me in monitoring BP’s U.S. businesses, with par-
ticular focus again on safety, operational integrity, compliance, and
ethics. I'm also building an internal team of experts that will work
in the area of process safety, personnel safety, integrity, and com-
pliance and ethics.

I continue to meet with employees to reinforce our expectations
to them to ensure that BP’s operations are safe, that they have the
right and the responsibility to shut down any process they feel is
unsafe or lacks appropriate integrity, and to raise any concern on
any issue.

I am personally committed to rebuilding the public’s confidence
in BP America. I have the full support of our chief executive, John
Browne, our executive leadership, and the entire BP Group, and I
have been given all the authority necessary to accomplish this task.
Bringing our operations to the level of excellence that you expect
and we will demand is going to take time, and I would offer to this
committee that I'd be happy to come back and report on our
progress in 6 months and regularly thereafter.

Thank you, Mr. Chairman.

[The prepared statement of Mr. Malone follows:]
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PREPARED STATEMENT OF ROBERT A. MALONE, CHAIRMAN AND PRESIDENT,
BP AMERICA INC.

My name is Bob Malone and I am Chairman and President of BP America Inc.
BP America is the U.S. holding company for all subsidiary companies operating in
the United States. BP America, through its subsidiaries employs more than 36,000
people and produces 666,000 barrels of crude oil and 2.7 billion cubic feet of natural
gas per day. We operate five refineries that process nearly 1.5 million barrels a day
of crude oil, and a system of pipelines and terminals throughout the United States
that supply over 70 million gallons per day of gasoline and distillate fuels to cus-
tomers in 35 states.

BP Exploration Alaska (BPXA) is the operator of the largest oil field in North
America—Prudhoe Bay on Alaska’s North Slope. Our charge is to operate this field
in a safe, efficient and environmentally responsible way for the benefit of the State
of Alaska, our business partners, our customers, our employees and our share-
holders. The public’s faith in BP has been tested recently by corrosion discovered
in the pipeline oil transit system that conveys processed crude oil from the North
Slope gathering centers to Alaska’s Trans Alaska Pipeline System (TAPS).

BP has fallen short of the high standards we hold for ourselves, and the expecta-
tions that others have for us. I commit that BP America will work closely with the
State of Alaska, our employees, our regulators and Congress to take the necessary
steps to restore your confidence in BP.

I will outline what I know of the operational incident at Prudhoe Bay and discuss
several other operational challenges BP has experienced over the last 18 months
and address many of the questions members of the Committee, regulators and oth-
ers have raised. Most importantly, I will outline the steps that BP has taken or is
committed to undertaking to address these challenges and enhance the public’s con-
fidence in our company.

PRUDHOE BAY

The Prudhoe Bay field is located 650 miles north of Anchorage and 400 miles
north of Fairbanks. It is 1200 miles from the North Pole and 250 miles north of
the Arctic Circle. Pump Station 1 , the beginning of the Trans Alaska Pipeline Sys-
tem (TAPS), is located within the perimeter of the Prudhoe Bay field. For additional
detail on Prudhoe Bay operations please refer to Exhibit 1 in the appendix.*

Prior to 2000 the Prudhoe Bay field comprised the East Operating Area, operated
by Atlantic Richfield Company (ARCO), and the West Operating Area, operated by
BPXA. Upon acquisition of ARCO by BP, BPXA became the sole operator of Greater
Prudhoe Bay. Although BPXA operates the field, a total of nine companies have a
so-called “working interest” in the field leases. The costs and production are shared
amongst the working interest owners, according to their ownership.

In March of 2006, BPXA discovered a leak along the GC-21 line in the Western
Operating Area (Exhibit 2). This is a 34” line that carries processed sales quality
crude oil to a central gathering center for ultimate delivery into TAPS at pump sta-
tion 1. The leak was approximately 5,000 barrels, the largest spill ever on the Alas-
kan North Slope. Shortly thereafter, the U.S. Department of Transportation (DOT)
issued a Corrective Action Order (CAO) to BPXA ordering it to perform “smart pig”
in-line inspection (ILI) tests along with other inspection methods along both the
Western and Eastern Oil Transit Lines (OTLs). There were a number of complex
technical issues to resolve before the tests could be conducted, including developing
a solution for managing the solids generated during the pigging operation.

BPXA began pigging operations along the Lisburne OTL in June. ILI testing of
the Lisburne OTL showed good results and affirmed our confidence that the lines
were fit for service. BPXA began pigging operations along the Eastern OTL in early
July. Analyses of these “smart pig” inspections were received on Friday, August 4
and indicated 16 significant anomalies at 12 different locations along the upstream
segment of the Eastern OTL. BPXA began immediate physical and ultrasonic test-
ing of these anomalies and verified the presence of additional corrosion. BPXA’s in-
spections also revealed insulation staining along a segment of the Eastern OTL.
With the knowledge of these results, BPXA immediately shut down production at
Flow Station 2 as a precautionary measure and BPXA technicians subsequently dis-
covered a small leak after close visual inspection along the FS-2 to FS-1 pipeline
segment.

The smart pig results along the Eastern OTL were unexpected. Because the exact
cause of the corrosion mechanism was unknown, BPXA was concerned over the con-

* All exhibits have been retained in committee files.
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dition of the Western OTL. Thus, BPXA took the prudent step on the morning of
August 6 of announcing our intent to systematically shut-down both sides of the
Prudhoe Bay field until existing inspection data could be further assessed and
verified with follow up inspections.

Some have questioned whether BPXA made a rash decision to shut down the field
over a small leak. To me, the decision to shut-down was a reaffirmation of BP’s val-
ues and was the responsible thing to do. We took this step to prevent a potential
release from occurring.

BP CORROSION PREVENTION PROGRAM FOR THE NORTH SLOPE

Corrosion is the natural degradation of a material, like steel pipe, that results
from a reaction with its environment. While corrosion cannot be eliminated, it can
be effectively managed through a combination of monitoring and mitigation treat-
ments. The goal of corrosion mitigation programs is to control corrosion rates to ac-
ceptable levels.

Corrosion rates are not static, however, and they can increase or decrease depend-
ing on fluid properties or changes in conditions that affect the efficacy of corrosion
inhibitors. For that reason, locations that are prone to corrosion damage, or where
damage has been identified, are inspected as often as every three to six months.

BPXA uses pigging, ultrasonic testing (UT), visual inspections, corrosion inhibi-
tors and other techniques as appropriate for each individual oil field’s characteris-
tics. We employ a risk-based management program whereby resources and activities
are concentrated in areas where corrosion is expected to occur. Exhibits 3 and 4 de-
scribe the operations of a gathering center in producing, separating and pumping
oil and show a graphical representation of a producing field.

BPXA’s program was designed to control corrosion, extending the useful life of
valuable North Slope infrastructure. The 2006 annual budget for BPXA’s corrosion
monitoring and mitigation program is $74 million, an increase of 15 percent from
2005, and 80% from 2001. As Exhibit 5 demonstrates, corrosion management
“spend” has increased significantly over the last 5 years despite the reduction in
Prudhoe Bay oil production volumes.

INHIBITION

A key element of the program is widespread continuous chemical corrosion inhib-
itor injection. In short, the best way to address corrosion is to prevent it from hap-
pening in the first place. Our commitment to effectively managing corrosion on the
North Slope is reflected in our corrosion inhibitor injection rates. Exhibit 6 is a dia-
gram of the inhibitor concentrations and the corresponding corrosion rates achieved
as measured by corrosion coupons.

We continuously monitor the effectiveness of the inhibition programs with corro-
sion coupons and electrical resistance (ER) probes. The ER probes take readings
every 4 hours of the corrosion potential of the fluids and allow us to make adjust-
ments to corrosion inhibitor injection rates on a weekly basis. Exhibit 7 is a typical
configuration of a corrosion coupon and ER probe.

MONITORING AND INSPECTIONS

BPXA’s North Slope pipeline monitoring and inspection program incorporates
combinations of ultrasonic, radiographic, magnetic flux, guided wave and electro-
magnetic inspection techniques. Ultrasonic and radiographic testing are used as an
indicator to trigger further action and is sound for pipelines that are accessible
above-ground.

BPXA’s overall annual inspection program includes inspections at about 100,000
locations on pipelines in Prudhoe Bay. Of these inspections, approximately 60,000
are for internal corrosion inspection and approximately 40,000 are for external cor-
rosion inspection.

BPXA runs approximately 370 maintenance pigs per year on the North Slope. In
addition, we utilize coupon monitoring, smart pigging, leak detection systems and
surveillance by personnel to provide integrity assurance and maintain safe oper-
ations (See Exhibit 8 for detail regarding pigging operations).

Lines are pigged in Prudhoe Bay either because of mechanical issues or because
corrosion monitoring suggests it. The frequency of pigging is specific to each pipeline
and varies significantly across the North Slope and the industry. For example, the
Northstar oil pipeline is pigged every two weeks to prevent paraffin buildup.

Another technology is ultrasonic testing (UT) which involves the use of a high fre-
quency sound wave to produce a precise measurement of the thickness of a material.
Our UT inspections are not simply one reading at one location on the pipe. Rather,
they are an inspection of the full circumference of the pipe over a one foot length.
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So when we count one UT inspection, it is really hundreds of individual readings
over a one foot length of pipe. The technology is a proven diagnostic tool routinely
used for corrosion monitoring.

We also use corrosion coupons (see Exhibit 7) throughout our operations in order
to obtain additional information about any corrosive conditions that might exist in
our systems that escaped other inhibition and monitoring programs. The majority
of our coupons are read on a three to four month basis.

Important components of pipeline inspections also include regular visual inspec-
tions and the use of Forward Looking Infrared (FLIR) devices. FLIR technology is
used to spot heat signatures of crude oil and is especially useful during winter
months.

MITIGATION OF CORROSION

In the design of pipelines, many corrosion mitigation methods are considered. The
selection of material from which to manufacture pipe, such as corrosion resistant
alloys like stainless steel, is one consideration. Another option is the use of various
coatings and linings that provide pipelines protection against corrosive agents.

Technology used to protect metal structures from corrosion includes cathodic pro-
tection, a technique that is usually used in buried pipelines and takes advantage
of electrochemical properties to reduce a metal structure’s corrosion potential.

Mitigation also involves the application of corrosion inhibitors and biocides in con-
junction with preventative maintenance such as pigging and physical repair of ex-
ternal damage.

External corrosion is mitigated by removal of the source for the water, drying,
cleaning and buffing of the damage area and application of new insulation and/or
coatings. If external corrosion limits the integrity of the pipeline, then repair tech-
niques are used such as sleeves, clock springs, clamps and or composite wraps.

IF THE PROGRAM WAS COMPREHENSIVE, WHAT HAPPENED?

The recent leaks were on the oil transit lines, which are the last pipelines before
the sales quality processed crude oil flows into TAPS. By this point, the major corro-
sion battles have already been fought. General corrosion and pitting in the OTLs
were monitored by corrosion coupons on a quarterly basis, and consistently showed
very low corrosive conditions, always below the BP targeted wall thickness loss of
less than .002 inches per year. Exhibit 9 shows coupon results in the OTLs. Simi-
lar%y, UT monitoring results have consistently revealed corrosion to be under con-
trol.

The first indication of a growth in corrosion came from our corrosion monitoring
program in the facilities upstream of the WOA OTLs. An increase in facility corro-
sion upstream of the WOA OTLs, detected during the 2005 UT inspection cycle,
while not alarming, caused BPXA to perform additional UT inspections of the OTLs.
The results of these inspections led us to schedule another ILI of the WOA OTL
for mid-2006. The March release occurred before that pig run was conducted.

Based on the available test data, no evidence of general corrosion (i.e. wall loss
throughout the pipe) along the OTLs has been found. Instead, the OTLs have widely
spaced, mostly isolated dime-sized pits about 5 to 10 feet apart. The corrosion is
more serious on the upstream segments of these lines, which have the lowest flow
velocities.

Why wasn’t the pitting corrosion detected by BP’s monitoring program? While BP
had an active inspection program for these lines, the isolated pits were too widely
spaced to be detected by that program. For example, there was an inspection site
adjacent to the point where a leak occurred. The inspection did not detect any corro-
sion—just a few feet away from a pit.

We 1nitially believed that the corrosion along the WOA had developed due to cer-
tain operational changes in the WOA, and that the EOA was not similarly affected.
However, these conclusions were premature and made before the latest inspections
were 